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Westernization of Business Organizations in 
Japan and China: Continuity and Change 
Wai-keung Chung 
Introduction 
The modernization of a society can be a broadly defined process that includes 
political, economic, social and cultural dimensions. The narrow sense of the 
concept, however, is usually equated with the process of industrialization, 
with the assumption that industrialization -the advancement of the economy 
in an industrialized mode - would eventually 'modernize7 other dimensions 
of society. An industrialized economy, therefore, somehow becomes a 
benchmark of how a successful society is 'modernized' (Smelser 1959). 
Modernization theory, however, assumes that the Western way 
of social transformation is the only way to modernize. Non-Western 
societies that remain 'traditional7 will have to adopt the Western models 
and assimilate the culture behind them in order to be modernized. This 
once widely accepted theory is now being challenged by countervailing 
evidence suggesting that alternative ways of modernization are available. 
Furthermore, even within Western societies the processes of modernization 
have never been uniform. 
Comparative studies suggest that when a non-Western society adopted 
a Western institution, the operation of that institution wouldbe different fiom 
the Western pattern in the donor society. Even if institutional isomorphism 
does occur all around the world (Meyer and Rowan 1977), the operational 
logics behind the same institution could be very diverse. The heterogeneity 
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of these outcomes is largely due to the diverse preexisting sociocultural 
settings in each society. Social change or institutional transformation is 
path dependent (Becker 1995; Arthur 1994). The features of the preexisting 
institutional settings, to a certain extent, will shape the direction of the 
institutional transformation. Underdeveloped societies are always under 
pressure to change, but this change will have to be path dependent. If 
each society has it own preexisting conditions and therefore it own 'path' 
toward social change, the transformational path to modernization will not 
be universal, but could be multiple, shaped by each society's institutional 
tradition. 
Capitalism as an institution, hence, could be developed in more than 
one way. Every type of capitalism shares some common features, yet 
simultaneously, each will also have its own unique features. Divergent 
capitalisms, with different ways of organizing the capitalist mode of 
production, are created in different societies because of the differences in 
preexisting institutional settings (Florida and Kenney 1994; Guillen 2001; 
Stark and Bruszt 200 1; Whitley 1999). 
Japan modernizing 
It is obvious that Japan has successfully modernized and industrialized its 
economy. The anomaly that might puzzle the modernization perspective is 
that Japan, on the one hand, is as industrialized as many advanced capitalist 
Western countries, but on the other hand, many 'traditional' elements within 
the Japanese societypersist. Does this anomaly simply imply that there could 
be other models of modernization and that Japan represents one of those 
that contrast with the West? Does Japan, and possibly other cases, represent 
an alternative way of modernization where economic development did not 
lead to a convergence toward Western forms of social life (Hamilton 1994; 
Inglehart and Baker 2000)? 
While it was an innovation started in a few Western European 
countries beginning in the seventeenth century, the transformation of 
business organizations soon became a process for emulation by the rest 
of the world. This chapter examines how Western forms of business 
organizations were adopted in Japan and how they eventually transformed 
the organizational structure of the Japanese economy since the Meiji period. 
It is a good example of how industrial transformation occurred as a result 
of the interaction between the Western elements and traditional elements of 
the local society. I argue that this process of imitation is not just a simple 
copy of a given model, but rather is a process that involves not only the 
interpretation of foreign ideas, but also a 're-interpretation' or 're-invention7 
of existing traditions. 
The process ofmodernization in Japan began with the Meiji Restoration 
in 1868 when Western civilization was regarded as an advanced model for 
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social and political reform. The Meiji government, in a very short time, 
adopted a wide variety of Western social, political and economic institutions 
in the hope of transforming Japan into a strong nation. However, it is evident 
that traditional culture persisted in many areas of Japanese social life, 
and directly influenced the emergence of new institutions in Meiji Japan 
(Westney 1987). My focus here is to illustrate how the transformation of 
business organizations became embedded in the traditional Japanese style 
of organization. Japan modernized her economy by reorganizing it. The 
way it was reorganized, however, was ironically rooted in tradition. New 
ideas were interpreted by old terminologies, and old ideas were modified 
to fit n e d  needs. It was not a simple mixture of old and new, as both were 
blended together to create new outcomes. 
Existing institutional settings play an important role in limiting the 
possible options of how a society can change. New elements make sense 
through the interpretation by the old elements. New meanings can be 
generated, but they can only be understood within the context of the original 
settings. The imitation of Western business organization did not change the 
fundamental organizational logic of Japanese society. This logic was so 
embedded in society that any new form of organization would have to be 
shaped by it one way or another. The imported ideas would survive if they 
carried functions that the existing institutional elements could not provide. 
These new functions, however, would not always be the original functions 
that these imported ideas would have camed. The ways that imported ideas 
could survive and eventually merge into a society is always an outcome of 
the interaction between the new ideas and the originally existing ideas. Old 
ideas could be 'reborn' within new ideas, and new ideas would not have 
survived without being attached to old ideas. 
A new model? 
It is clear that Japan has experienced a very different path of development 
by blending tradition with imported Western ideas. Whether this represents 
a distinctive model is another question. I argue that the retaining of tradition 
alone cannot constitute an argument that Japan represents a different 
model of modernization. We could find tradition influencing economic 
transformation in almost any society. 
This chapter compares the experiences of Japan and China in order 
to illustrate how tradition influences economic transformation. While the 
two countries were facing almost the same external tension pressing an 
economic reform, each country's traditional institutional structure shaped 
the two economies eventually through two different modes of organization. 
I analyze how the respective institutional traditions in Japan and China 
influenced the introduction of the limited liability company when both 
countries adopted this Western institution in the late nineteenth century to 
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reorganize their economies into modernized ones. 
The comparison between Japan and China suggests that the retention 
of tradition did not just occur in Japan but also in China. This parallel 
experience between the two countries suggests that Japan does not represent 
a different model of modernization. The retention of the traditional 
sociocultural structure, as happened in Japan, also occurred in China, and 
could happen in any cultural setting in which institutional transformation 
happened. In fact, the transformation occurring in European countries 
during the eighteenth and nineteenth centuries also retained just as many 
traditional elements as any other cultures that subsequently experienced the 
same process. In this sense, the retention of traditional elements does not lead 
Japan into a different model of modernization. The case of Japan suggests 
that the original differences among different societies would be retained 
in various degrees, when the same institution was being transplanted from 
the West. The retention of these differences, however, is not due to the 
strong resistance to change within the traditions. On the contrary, traditions 
did alter. Old institutions did conform to the new models and transformed 
accordingly. What we need to recognize is that the transformation will 
always incorporate traditional elements; new models are now embedded 
within traditional settings. 
The diffusion of Western business organization in Japan 
The world of pre-industrial commerce was a world of personal business. 
Business was either solely owned by a person or was established through 
partnerships with one or a few family members or fiiends. The organizational 
patterns of the traditional business world, therefore, were structured around 
networks of families and fiiends. 
The modem economy, however, is constituted mostly by firms that 
are created by shareholders with limited liability. Individual investors who 
used to be either the owner or the partners of a business now could be 
involved as a shareholder. The institutionalization of joint stock, limited 
liability companies allowed for the aggregation of larger amounts of capital 
through joint efforts of 'strangers' who were neither family nor fiiends. 
While the early stage of the industrialization actually was not capital 
intensive, further development of the industrial economy would not have 
occurred had there been no companies, an institution that allows for broad- 
based capital accumulation. 
The traditional economy of Japan had largely been agrarian. The bakuf; 
system of the Tokugawa period was a system of administration that was 
firmly based on agriculture (Allen 1962). Just like other agricultural states, 
political elites in Japan did not see too much importance in commerce. Most 
of the Japanese commercial economy before the Meiji period was controlled 
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by large merchant houses and guilds. The government used the guilds to 
regulate commerce and to extract revenue through franchises (Hirschmeier 
and Yui 1975). When Commodore Matthew Perry steamed into Tokyo Bay 
with his 'black ships' of the American Navy in 1854 and forced Japan to 
open ports for trading, this traditional economy had to change in order to 
survive the upcoming foreign economic invasion. 
Meiji Restoration 
There were attempts to reform the economy in the late Tokugawa period, 
but substantial reforms did not occur until the Meiji Restoration. The real 
significance of the Restoration was not the restoration of Imperial rule; rather, 
it was the political and social restructuring that followed the Restoration. 
Massive Westernization programs launched in the 1870s affected almost 
every aspect of Japanese life and changed fundamentally the contours of 
Japanese society ever since (Hirschmeier and Yui 1975). 
The Meiji Restoration had played a crucial role in the economic 
transformation of Japan (Zhu 1994). The new government had made 
drastic changes in many dimensions, prioritizing the creation of a modern 
economy that could compete with the West. With the intervention of the 
state, resources had been channeled more efficiently to facilitate economic 
transformation - the creation of an industrial economy. Many policies had 
been introduced directly or indirectly to speed up the accumulation of 
capital for industrial development. 
The political change, however, did not just create a state that could 
efficiently intervene in the economy; it also led to the degeneration of the 
traditional economic structure, which gave way to a smoother economic 
transformation. The Meiji Restoration, for example, had largely contributed 
to the decline of large merchant houses (Blackford 1998). Profits generated 
by loans to daimyo and samurai were no longer available. The adoption of 
a national currency based on the value of the yen, as introduced by the new 
government, had reduced the importance of the traditional merchant houses 
as moneychangers. The abolishment of the guild's monopoly privileges 
also changed the traditional mode of business. Guilds were abolished in 
the Meiji period as a way to liberalize economic opportunities. Freedom of 
commerce without guild restrictions eventually was established in Japanese 
society, There was now also fieedom of occupation and of mobility. The 
development of new practices in many aspects over a short period of 
time had the effect of replacing the old system in a more extensive way 
(Hirschmeier and Yui 1975). 
Modern entrepreneurs now also held a status that the traditional 
merchants never had. The social status of business leaders used to be 
ranked behind all other groups in the social standing during Tokugawa 
times. Merchants in Tokugawa Japan ranked behind samurai, peasants, 
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and artisans in the nation's social order. The abolition of the feudal system 
and the whole Tokugawa status society during the Meiji reform eventually 
changed this situation (Beasley 1990). 
Another class, the samurai, also experienced tremendous changes 
under the Meiji government. In about 10 years' time, the new Meiji 
government had taken away most of the rights that the samurai previously 
held. As a result, the samurai was compelled to look for new opportunities 
for their own survival, and in many cases the samurai became participants 
in the new economy in which new opportunities were extensive. Few 
merchant houses of the Tokugawa period made successful transitions into 
the industrial era. Fearing risk, most merchant houses also were not eager 
to involve themselves in industrial production, so very few played any real 
role in the transformation of the Japanese economy. The new economy, 
therefore, was largely created by a samurai class seeking new avenues for 
success. 
The evolution of corporate forms in Japan 
Among the changes the Meiji government undertook, one of the most 
significant was the attempt to reorganize the economy by introducing 
the ideas of the Western business organization. The introduction of new 
corporate forms was considered to be a significant piece of a larger economic 
reform blueprint. The idea of the modem corporation was introduced into 
Japan as early as in the late 1850s. The early images of the corporation were 
largely through descriptions by Japanese individuals fiom their personal 
experiences traveling in the West.' The Meiji government played an 
important role in the diffusion of information concerning the corporation, 
as the government quickly recognized the usefulness of the company 
for advancing its economic development agenda.= Efforts were made to 
popularize and institutionalize modem corporate forms as the legitimate 
way of organizing businesses. Through using revenues fiom the agricultural 
land tax, the government established pilot or demonstration plants in sectors 
ranging fiom mining to shipbuilding, cotton spinning, cement making, and 
even producing glass, and sold them later into private hands at prices much 
lower than their costs of construction (Kobayashi 1985). 
The Meiji government, however, took a long time to set up the 
legal framework for the corporate forms. Between 1872 and 1876, the 
government promulgated laws allowing for the establishment ofjoint-stock 
banks. By 1879, the 153 banks in existence became models for how to run 
1 Early publications, for example, Fukuzawa Yukichi (1 866), SeiyG jijG (The 
Conditions of the West), provided a description of modem corporations in the West (Takata 
1993). 
2 To provide information on the company to the public, the government published 
booklets describing the formation and operation of the company (in 1871). 
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a joint-stock ~ompany.~ While as a bank act, the 1872 National Bank Act 
did refer to what a joint-stock company was supposed to be and did provide 
further guidelines on company formation. The 1874 Stock Exchange Act, 
and later on, the 1876 Rice Market Act provided more defining features of 
the organizational form of a company. The companies that the Japanese 
government set up also served as models on how to establish and operate a 
company. 
The General Incorporation Act of 1893, and a Commercial Code that 
went into effect six years later, eventually institutionalized the formation of 
the joint-stock company and thereafter quickly transformed the structure 
of the Japanese e~onomy.~ The form of joint-stock company was widely 
adopted in the Japanese business community after the promulgation of 
the first company law in 1893. The law included three forms that were 
under the category of joint enterprise, or an enterprise that was not a 
sole proprietorship. Besides the joint-stock company (kabushiki kaisha), 
partnerships in Japan were considered entities that carried legal personality. 
Partnerships in turn were subdivided into limited partnership (g6shi 
Kaisha) and unlimited partnership (g6mei kaisha). These were all referred 
to as 'joint enterprises' where a number of individuals invested their capital 
collectively. The Corporation Act was revised in 1899 and granted legal 
recognition to one more corporate form, the joint-stock limited partnership 
(kabushiki goshi kuisha). 
The new Commercial Code especially inspired budding business 
people to think about business in new ways. While traditional merchant 
houses were not eager to transform themselves into modem companies, 
those entrepreneurs who invested in industrial production depended largely 
on this new organizational form to raise the large amounts of capital that 
was needed. The company in its Western form was quickly being accepted 
by Japanese society as the most legitimate form of organizing a business. 
In practice, however, it was always difficult to persuade firms to adopt the 
corporate forms right away, even though the speed of transformation in 
Japan was exceeding expectations. It took a few centuries even in the West 
' to complete this transformation. Business leaders entered the new economy 
increasingly through the formation of joint-stock companies. In 1886, 
there were 4596 enterprises registered as companies, some 56.2% of which 
were joint-stock companies. In 1900, the number of registered companies 
3 The government set up the Bank of Japan, the central bank, in 1882. 
, 4  Japan made several attempts to draft a company law beginning in 1875. The 
1884 draft version was based on the French 1870 commercial code and the Geman 1861 
Japan and Asian Modernities 
increased to 8588, some 49.5% ofthem was joint-stock companies (Li 2002). 
By 1912, the joint-stock company was already the major organizational 
form for large and small industrial and commercial enterprises across the 
full spectrum of industries. A total of 13,887 companies were running by the 
end of that year (Takata 1998). Several factors accounted for the popularity 
of joint-stock companies in Japan: the ease with which they could mobilize 
capital, their association with the greatly admired technology of the West, 
and the fact that ex-samurai preferred not to work in traditional family 
businesses. 
The modern Japanese economy 
The reform of the legal system, including commercial law, had put Japan into 
a favorable position. Great Britain relinquished the right to extraterritoriality 
for her citizens in Japan in 1899, with other nations soon following suit 
(Jones 193 1). By 191 1, Japan even won back full control over her tariffs 
on imported goods. The defeat of China in the 1894-1895 Sino-Japanese 
War and of Russia in the 1904-1 905 Russo-Japanese War finally put Japan 
into the category of an advanced country. The Japanese economy was 
successfully transformed and Japan began to build a commercial empire in 
Asia. By 1903, Japan had 388 enterprises with capital assets of 10,000 yen 
or more engaged in businesses other than banking (Blackford 1998). These 
were mostly joint-stock companies that could be considered big businesses 
based on their capital size. 
The successful transformation eventually created a unique economic 
structure, with features that were markedly different from the Western 
economies. One of the unique features of Japanese firms is the cooperative 
nature of inter-firm relationships. This particular kind of economic 
rationality helped to develop what could be considered a different kind 
of capitalism - alliance capitalism (Gerlach 1992). Toyota, an example 
of alliance capitalism, is characterized by its establishment of closed 
cooperative relationships with some 180 firms that supply car components 
to, and conduct R&D for, Toyota (Asanuma 1992; Fruin 1992). The common 
justification for this kind of cooperative inter-firm structure is that it lowers 
the transaction costs of the company's production process. In this sense, the 
cooperation that developed among Japanese firms is just 'a rational response 
to the business environment it faced at that time', (Boyns and Edwards 
1997) and is thus not particularly surprising. General Motors of the United 
States, for example, did not organize its inter-firm relationships in the same 
way that Toyota did simply due to the contrasting external conditions that 
GM faced. 
While this could be true, this perhaps oversimplifies the cultural 
environment that makes this 'rational' response possible. It could be argued 
that the mechanism that makes the lowering of transaction cost possible 
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depends on the cultural norms that are peculiar to Japan. Seen in this light, 
it was not that GM did not need those kinds of cooperative relationships; it 
was just that the cultural settings of the United States did not make it as an 
option for inter-firm relationships. 
Even though the zaibatsu system was dissolved after WWII by 
the Holding Company Liquidation Commission under the Law for the 
Elimination of Excessive Concentrations of Economic Power, and some 
of the key features such as the monopolistic control of the prewar zaibatsu 
did disappear (Kiyonari and Nakamura 1980), the cooperative feature of 
the zaibatsu can still be found in most contemporary Japanese keiretsu and 
companies. This kind of inter-firm relationship, while in different forms, 
could in fact be traced back even to the Tokugawa merchant house period. 
Ironically, even though the traditional merchant class, whose power in fact 
declined since the Restoration, is not usually perceived as the key actor in 
a modem capitalist economy in Meiji Japan (Hirschmeier and Yui 1975), 
the value system and the corresponding practices of traditional merchants 
miraculously survived the various periods of societal reform since the Meiji 
period. 
I argue that the transformation of the business organization in Japan 
was embedded in an institutional setting that preexisted in modem Japanese 
society. The traditional organizational logic found in Japanese society can 
also be found in the firms that were established according to the Western 
model. Traditional practices that were supposed to be replaced by new 
practices reinvented themselves by serving new needs. 
The concept of ie 
The organization of Japanese society is centered around the idea of the 
household - ie (Shimizu 1987; Kasaya 2000; Li 1997; Nakane 1967). Ie 
is a family institution that is particular to Japanese society. The concept is 
more than a family because it involves not just family members but also 
nonlineal members who live together. Blood ties are involved, but not 
essential, in the organization of a household. Nakane (1967) characterizes ie 
as a 'corporate residential group' or even a 'managing body' which involves 
nonlineal partnerships. Social relationships within a household are always 
more important than all other relationships that are beyond the household. 
Sibling relationships, unless they are within the same household, are weak 
and unimportant. A married sibling who is a member of another household 
will be considered as outsider. In China, by contrast, the basic unit of the 
society is the family (jia) in which members have connected blood ties. 
Individuals without any blood ties living together with a family will not be 
considered as family members in the Chinese sense of family. Kinship ties 
are essential in Chinese culture. In Japan, it is the household and not the 
family that forms the basis of social organization. Kinship ties, therefore, 
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are secondary in Japanese culture. 
In both traditional and modem Japan, business is always inseparable 
from the family. As early as in the Tokugawa period, the Japanese had 
used this inheritance mechanism to maintain a high degree of stability and 
continuity in business ownership. For a Japanese merchant, the 'house' 
(ie) contains both the family members and the business enterprise, and the 
latter is always more significant than the family itself. The succession of the 
household, not the family per se, becomes the most important mission for 
the members of the household. The meaning of a household, the ie, has a 
temporal dimension that it is not just about the present household, but also 
connotes its past and future. As Shimizu (1987) put it, ie is an independent 
entity separate from its living and dead members. The succession of the 
past that brings the household to the future becomes the most important 
goal of the household head. This mission is achieved by an inheritance 
system distinct from other cultures. In most cases, the eldest son will inherit 
the status as head of the household, receiving all of the family's assets, and 
assuming leadership of the family business, if any. Rather than dividing the 
family assets into shares and distributing them among the sons, almost all 
of assets are passed down to head of the household. Other males will have 
a small proportion of the inheritance and will have to leave and establish 
their own households. The role of the family head is to foster the continuity 
of the family business (Kasaya 2000). 
Since the prosperity and continuity of the household, and therefore the 
family business, is the most important responsibility ofthe head ofthe house, 
the capabilities of the successor is always a prime concern. The eldest son, 
or any son in the family, does not automatically become a successor. When 
the sons are not capable, or when there is no son, a male with the needed 
talent will be adopted into the family as the successor of the busine~s.~ 
The fact that bloodlines are not as crucial in Japan as in other-Asian 
cultures is also revealed in the relationships between the house and its 
employees. Employees are expected to have a lifetime commitment to 
their career. The household, on the other hand, will also have a lifetime 
responsibility to its employees. Employees, once they have worked for the 
house, are treated just like family members, and the employees, in return, 
are expected to be as loyal to the house as they would be to their own 
family. 
Nonlineal individuals who have lifelong relationships with the 
family could also be part of the family business. Their families would 
eventually become affiliated with the employer family and become part of 
the household. In most successful Japanese family businesses, besides the 
main family store (honke), there will be branch stores managed by family 
members (bunke) and affiliated stores managed by nonlineal members 
5 Ln China, an adopted son must be someone from the patrilineal bloodline. 
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(bekke) who usually have long-term relationships with the family (Yasuoka 
1986). The bunke and bekke would keep separate accounts, but since the 
honke was usually the one that provided capital, both bunke and bekke 
were subordinate to the decisions of the honke. Many merchant houses in 
Tokugawa Japan used this form of organization. The distinct organizational 
feature that was developed in the Tokugawa period has been carried on to 
modem business organizations in Japan. 
The basic structure of Japanese social organization, therefore, is not 
just a collection of single families but rather an organization of clusters 
of families. While the enterprises could be owned either individually or 
through family ties, the business as a whole had many of the partnership 
features that linked up multiple families as a cooperative (Yasuoka 1986). 
Loyalty to the household, rather than filial devotion to one's family, becomes 
the key social norm that regulates social relations in Japan. 
While the ie in its traditional form has disappeared, the institutional 
logic of ie persists in modem organizations. The operational logic of the ie 
can easily be found within a typical Japanese enterprise. Ie also provides 
the institutional logic for the formation of the Japanese corporate networks 
and Japanese management practices (Bhappu 2000). Enterprises, as 
economic organizations, operate in Japan more like a traditional household. 
Lifetime employment, employer-employee relationships, unconditional 
loyalty to one's company, etc. are some of the practices that could once be 
found in traditional ie that reflect how an enterprise engaging in economic 
competition operates as a social organization. 
Toyota Motor Corporation, for example, links to approximately two 
hundred plants and factories for parts. The relationships between Toyota 
and these specialty supplier-firms are always vertical with a relationship 
similar to a parent-child relationship. This hierarchical organizational 
structure, which originated £rom traditional landowner-tenant relationships, 
is consistent with the structural patterns that could be found in a traditional 
family business. 
The 'innovative 'use of incorporation 
Takata (1994; 1998) investigates why the joint-stock corporate form 
became so prevalent as a choice for organizing one's business. She uses 
the institutional theory of organization suggested by Meyer and others to 
explain why a certain organizational form is being adopted. Her theory 
suggests that legitimacy is a key issue. An organizational form, once it has 
been considered as a legitimate form, will be adopted much more often than 
other alternatives. The modem corporate form was adopted extensively in 
Japan, she argues, because, as in many other societies at that time it was 
considered to be the legitimate form of business organization. 
While institutional isomorphism did happen in Japan, Takata's 
argument has the same problem that the economic efficiency argument 
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has, namely that the cultural dimension of how organizational life should 
be understood is missing. The theory she uses does not take into account 
how past heritage influences the path of development. The adoption of the 
corporate form became a process of pure imitation that is ahistorical. The 
preexisting institutional practices do not play any role in this process. 
The potential conditions that affect the decision on whether the 
corporate forms would be adopted and which forms to be adopted are 
numerous. A corporate business system carries a fundamental h c t i o n  of 
raising capital fiom the public. The most obvious reason for adopting a 
corporate form is to raise the capital that is needed for undertaking the 
business. Reasons for not adopting this option, therefore, could simply 
be based on other methods of raising needed capital. The legal status of 
limited liability could be another reason to incorporate one's business if risk 
reduction is a major concern. Disclosing company assets, a requirement 
for a limited liability company, may be something with which not every 
entrepreneur feels comfortable. Firms with a significant proportion of 
capital owned by families will have a greater concern about this matter, and 
might end up adopting a partnership form. An owner-manager who wants to 
retain the decision-making power could otherwise adopt limited partnership 
as the organizational form, where shareholders with limited liability could 
not interfere with the management team that is supposed to have unlimited 
liability. 
Takata (1998) studies a sample of companies registered between 
1893 and 1912 and finds out that a good many (47.4%) of the registered 
companies were joint-stock companies, while 25.7% of the companies were 
limited partnerships and 13.3% were partnership companies. Many of the 
joint-stock companies, however, were small companies: some 36.9% of the 
companies with smaller capital size (less than 10,000 yen) were joint-stock 
companies. While Takata sees it as normal and in fact as evidence that joint- 
stock companies are 'dominating' the organizational choice for business, I 
find an anomaly that needs to be explained. 
The anomaly is why there were still a significant number of companies 
which choose to establish themselves aslimitedpartnerships andpartnerships, 
even though the joint-stock company was seen as the legitimate form of 
business organization. The limited partnership was relatively popular in 
Japan, at least in the first few decades of the transformation. In 1896, three 
years after the first Commercial Code was promulgated, a total of 4596 
registered companies (36.3%) adopted this form of limited partnership. In 
the same year, 56.2% of the companies were joint-stock companies and 
7.5% were unlimited partnerships (Yasuoka 1986). In Europe and the US, 
the percentage of partnerships was much lower. Another anomaly is the high 
- percentage of the small joint-stock companies as measured by the amount 
of capital. Since the joint-stock formula, a means of raising a significant 
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amount of capital, is ideal for large firms, the small size of joint-stock 
companies in Japan is unusual. 
One possible reason for the widespread use of the corporate form in 
Japan is that corporations were in fact used to maintain the vertical structure 
of firms that resembled the traditional household business. It became a legal 
tool to institutionalize the inter-firm relationships between the 'main store' 
and the 'branch stores'. By doing so, these relationships could be reproduced 
by institutionalizing the idea of incorporation. The mother company could 
then control its subcontracting firms as one of the (major) shareholders. The 
cooperative nature of the economy could be recreated by incorporating the 
related enterprises and connecting them through cross-shareholding. 
The Japanese business community did not see the modem corporation 
as something totally different and in contradiction with their traditional 
practices; rather, they saw it more as an 'additional' structure to what had 
already existed. We can find evidence from the practice of zaibatsu on 
how the interconnectedness of the traditional household business could 
be reproduced through the Western forms of business organization. The 
zaibatsu allowed businesses to leverage the organizational advantages of 
the corporate form without losing control of member companies. Rather 
than converting all family-owned companies into joint-stock corporations, 
the mother company remained an unlimited partnership or limited 
partnership company, serving as the holding company of the group. Most 
of the member firms, usually smaller, would be reorganized into joint-stock 
corporations. The peripheral firms would have to depend at least partly on 
the capital market to raise capital. The more important businesses of the 
group were always totally owned by the holding company and did not raise 
capital from the public. Without offering shares to the public, these joint- 
stock companies were basically 'private companies', in contrast to a typical 
'public company' owned by the public. Company stocks were also sold to 
employees more often than with their Western counterparts. The employee 
stockholding system was yet another way of raising capital in a closed 
community of shareholders (Masaki 1986). 
When the enterprise group needed extra capital and therefore sold 
stocks to the public, the amount of shares available to the public would 
always be much less than the value of the company so that the holding 
company would remain in control. Even with the presence of outside 
shareholders, the holding company would remain the major shareholder. In 
1934, for example, when Mitsuhishi Heavy Industries made stock available 
to the public, the number of shareholders increased from 23 to 16,036. 
However, private shareholding still only accounted for 26% of the total 
company's stock. Mitsubishi Limited, the holding company, remained the 
major shareholder (Masaki 1986). 
Japan and Asian Modernities 
The contemporary structure 
The idea of the corporation developed in Europe, primarily as a legal device 
that allowed property rights to exist in a collective sense. A company is 
owned by a collection of individuals, and ownership can be transferred 
freely. This institution eventually allowed for the existence of a company as 
a business organization that could exist independently fiom the individual 
investors. The idea of the corporation was, however, re-defined in the 
Japanese context. The modem pattern of corporate networks in Japan 
reflects a distinctive path-dependent trajectory that has been shaped by the 
prewar pattern, which can further be traced back to the Meiji and Tokugawa 
periods. 
Contemporary Japanese economy has long been characterized by 
the particular form of inter-firm relationships (Fruin 1992; Futatsugi 
1986; Gerlach 1992; Imai 1994; Okumura 1982; Shimotani 1991). Firms 
are connected together and formed into groups - the keiretsu - with 
characteristics different from typical American conglomerates. Even 
though their legal relationships can be defined by cross-company joint- 
stock ownership, they are a social rather than a legal entity (Orrii, Hamilton, 
and Suzuki 1989). Firms within these enterprise groups share a distinct 
identity and have a clear understanding of their relative ranking and specific 
economic role within the group. It is more like a community than a business 
group in the Western sense (Orrh, Biggart, and Hamilton 1991). 
Ownership patterns of these enterprise groups are also distinct 
(Imai and Komiya 1994). Ordinary shareholders have little influence on 
the running of these groups since a considerable amount of the shares is 
cross-held by companies within the group. The amount of equity that is 
circulated in the stock market is not significant enough to exercise pressure 
on the company's decisions. Smaller companies who do not have enough 
capital could, in theory, depend on the capital market and stock exchange 
mechanism. This is how a corporate economy is supposed to work. In Japan, 
however, capital deficiency problems are usually solved not through the 
capital market, but through investment from a larger firm who eventually 
becomes the company's mother company. A closed system of inter-firm 
alliance could, therefore, be formed by this mechanism. 
Inter-firm alliances are not unique to Japan. These also exist in many 
other economic settings. What is unique is the form of these inter-corporate 
alliances. It is evident that strategic alliances can be carried out in many 
forms. The way in which Japanese firms cooperate with each other is 
different from other forms of cooperation among firms that can be found in 
other societies. Strategic alliances in a typical Western setting are created 
by a contractual relationship among a group of individual firms. Alliances 
in a typical Japanese setting represent a 'complex web of interests' (Gerlach 
1992) through which a group of firms is connected through share cross- 
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holding and business-linked equity investment. In most Japanese business 
groups, there are direct and indirect linkages among all the member firms 
with interconnected financial, manufacturing and marketing activities. 
There will be an overall strategy that defines the strategy of every individual 
firm within the group. This unique feature leads to a very different kind of 
capitalism. 
China: a personal network-based economy 
In the process of modernization, while both Japan and China faced similar 
conditions, each nation reacted differently. The China's experience in 
Westernization is comparable since it shared with Japan a number of social, 
economic and historical contexts. With similar Confucian-based cultures, 
both Japan and China were agricultural countries without real interest in 
commerce. The commercial side of their economies was largely regulated 
by middleman agents such as guilds or brokers. Rather than directly dealing 
with merchants, both governments collected tax or other fees fiom merchants 
through their agents. This system worked undisturbed until the presence of 
foreign powers after the mid-nineteenth century. In the same context, the 
later transformation of the commerce and industrial productions for both 
countries were very much a reaction to the West. 
The Westernization of business organizations, as a part of an effort to 
modernize the economy, was launched at more or less the same time in Japan 
and China during the late nineteenth century. The path of transformation in 
the two economies eventually diverged. Both countries, however, resembled 
each other in how traditional institutional logics were 'reinvented' in this 
process of imitation of the West. 
One would argue that the success of the overseas Chinese economies 
after World War 11 was due to of a unique pattern of business organization 
within Chinese communities. This pattern of organization has created what 
some scholars would call a 'network-based economy', in contrast to a 'h- 
based economy', which is common in many Western countrie~.~ A network- 
based economy is an economy that is based on relational networks. The 
networks are the key contributor of the economy. Individual firms are only 
considered to be the components of this network economy, In a h - b a s e d  
economy, the key contributors to the economy are individual h s .  Networks, 
if they ever exist in a firm-based economy, are always subordinated to the 
h s '  decisions. Whether a certain economy will become a network-based 
economy or a firm-based economy depends on the particular institutional 
settings of the society, and the organizational logics that those settings 
would imply. Asian economies, notably Chinese, Japanese and Korean 
6 For a discussion on firm-based economy, see Biggart and Hamilton 1992. For a 
discussion on the nature of a network-based economy, see Hamilton 1996. - 
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economies, are rooted in social and economic institutions that encourage 
personal ties and network formation, and therefore are closer to the model 
of network-based e~onomy.~ They themselves, however, differ from each 
other, because of differences in how personal ties and networks were 
established, and therefore represent different kinds of network economies. 
The present mode of Asian capitalism resulted from the interaction 
between preexisting social and economic institutions and the changing 
economic environment. Preexisting institutions, while not deterministic, 
are consequential in the subsequent development of economic institutions 
(Arthur 1994). Socioeconomic transformation is largely path-dependent. 
New ideas that were borrowed from other social settings would be 
incorporated in and altered by the existing way of life. I argue that the 
institutional and historical settings in China at the turn of the twentieth 
century, just as in the Japanese society, had constrained and therefore shaped 
how the economy reacted to the changing external conditions and had 
produced a particular kind of network-based economy. While the economic 
transformations in both countries eventually diverged on two distinctive 
paths, the mechanisms behind them are very much the same in that they 
represents a blending of old and new practices. 
How traditional Chinese business networh work 
The mechanism through which traditional Chinese business networks 
function can be illustrated by how native banks (qian zhuang) were 
organized in the late Qing economy. Native banks played a key role in 
Imperial China's economy. Specializing in short-term loans to merchants, 
native banks would issue guaranteed promissory notes payable to the bearer, 
normally at a specified later date. Native banks normally provided services 
to a known group of merchants and tradesmen. The majority of the native 
banks were organized through partnerships from a few close friends from 
the same geographic region. 
Through an ownership analysis of all native banks in Shanghai during 
1927, the operation of the native banks provides a vibrant example of how 
interpersonal networks functioned in a traditional Chinese business setting 
(Chung 2005). Consistent with the general pattern of Chinese business 
practice, most native bank investors preferred to cross-invest rather than to 
invest one's capital in only one bank. Partnerships created by these cross- 
investments allowed investors to bridge multiple and distinct groups within 
the commercial community through interpersonal networks. The set of 
partners for any particular bank would likely interconnect people from the 
same regions, business colleagues, and reputable individuals from outside 
the native regions who possessed good business contacts, possibly linked to 
7 Network-based economy is not restricted to Asia. It can also be found in some 
Western countries, e.g. Italy and Greece. 
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foreign and Westem-style modem banks. 
My analysis on the membership list for the Shanghai native banking 
guild indicates that most of the banks are directly or indirectly linked with 
each other through cross-ownership. Most of the interconnections between 
any two banks are created by no more than one partner via cross-investment. 
This pattern of interlocking demonstrates a collection of 'weak ties' to 
create an extensive interpersonal network across Shanghai's native banks. 
Those who could afford a larger amount of investment tended to diversifjl 
their opportunities by connecting directly and indirectly to multiple groups 
of bank investors. 
Without too excessive intervention from the state, native banks 
operated on the basis of reputation: the banks' reputations, the partners' 
reputations, and the borrowers' reputations or that of their guarantors. The 
entire commercial community, with the native bank guild as the centre, 
acted as a third-party monitor that backed every transaction, so that risk 
remained relatively low. Any business misconduct would quickly circulate 
throughout the community. 
These networks of personal ties therefore functioned as a way to 
guarantee the stability and functioning of the business. These personal ties 
would reinforce participants within a particular business community to 
conform to the rules and regulations set by the community that constrained 
one's business conduct. The networks therefore preformed a function of 
guaranteeing the stability and functioning of the business through which 
conformity to the group norms could be reinforced. Networks in the 
traditional Chinese business community, therefore, were used not only to 
extend business opportunities, but also, and more importantly, to stabilize 
transactions. Traditional networks, while helping individuals to maximize 
the utilization of one's business opportunities, were at the same time 
promoting cooperation among those who were linked through them. 
The institutional transfornation of business organizations in China 
This traditional mode of business operation was running relatively well and 
stabley in the highly commercialized Chinese economy in the Ming and 
Qing dynasties. Government also welcomed this 'self-regulated7economy so 
long as sufficient revenue could be generated. Foreign companies, however, 
started to appear in China in the mid-1800s, and progressively destroyed 
the traditional economic system in China (Richardson 1999). These firms 
were primarily trading firms, but later expanded into manufacturing, where 
they replaced traditional domestic-made goods in many major sectors (e.g. 
textile). The competition created by this external force eventually stimulated 
tremendous institutional changes - most of which can be described as . 
Westernization - unprecedented throughout Chinese history. 
Part of the reaction to this foreign economic invasion was to introduce 
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Westem-style corporate forms as a way to strengthen national commerce 
(Guo 1995; Zhu 1996). It was believed that the main reason why Western 
countries were so strong was because of the invention of corporate forms as 
a tool of conducting business. During the late nineteenth earlier twentieth 
centuries, more and more Chinesemerchants were tempted to establishgongsi 
('company 'in Chinese) in hopes of competing with foreign counterparts. The 
Chinese government, reacting much more slowly, introduced the Company 
Law in 1904 as a way to institutionalized commercial activities in China 
according to the Western model, and started the capitalistic transformation 
of the country's economy. The early stages of Chinese capitalism could be 
characterized by how the Chinese merchants reorganized themselves into 
companies to capture capital and to regain control of the national market. 
While many fewer companies were established and the speed of 
transformation was much slower compared to Japan, the contours of the 
Chinese economy had indeed been altered, even though the real impact on 
the economy did not occur until after 1949, when the Chinese corporate 
economy had a chance to develop outside the Mainland. 
Thejrm as carrier ofpersonal resources 
The institutional transformation of business organizations should be 
understood as a path-dependent process that takes its origin from traditional 
business practices. The introduction of corporate forms in China had set 
up new rules of the game in organizing business, but at the same time this 
new organizational form had also provided a device that allowed some of 
the traditional Chinese business practices to be revitalized and sustained. 
While the adoption of Western corporate forms was mainly due to concerns 
related to capital consolidation and legal protection (e.g. company as juristic 
person, limited liability, etc.), this institutional design had also turned out 
to be a carrier of personal resources - a device that made the personal 
resources much more effective in the Chinese context. 
Companies, now registered under the Company Law, became relatively 
independent business entities. This became a vehicle that could be used 
to individualize one's personal resources. In the past, a merchant from a 
particular native place had to be part of a particular regional network fiom 
that native place in order to make himself resourceful when doing business. 
In the 'new modem economy', when a company eventually became a 
relatively independent economic participant, an individual entrepreneur 
could 'consolidate' all his connections under a company name. Regional 
ties were still in use, but were relatively independent of the constraints that 
used to come from them. In a sense, regional ties had become 'personalized' 
and the company became the 'canier' of all personal resources. Whereas 
regional ties as social resources used to be retained within the regional 
associations, now they could be dissociated from those regional associations 
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and be consolidated by individuals under the organizational structure of a 
company. 
Moreover, in the past, merchants belonging to a certain guild or 
regional association were expected to bond with others fi-om the same region 
within the association. When traditional guilds, which always acted as 
business regulators, finally declined in the early twentieth century, modem 
entrepreneurs who organized their businesses through corporate forms could 
now continue to utilize those regional ties, while simultaneously enjoying 
the relative fi-eedom to seek opportunities outside their traditional pool of 
resources. 
A new kind of business network 
The introduction of the Western corporate forms had eventually changed 
the contours of the Chinese business community. Individual merchants 
who were connected with each other through traditional business networks 
-based on either a common place of origin or a common trade - in the 
end had been reorganized under a new institution. A new kind of business 
network that represented a combination of old and new elements emerged. 
While interpersonal ties could still serve as the institutional foundation that 
facilitated cooperation, individual participants within the networks could at 
the same time use those ties to maximize business opportunities. The major 
difference between the traditional business networks and the contemporary 
one is that the contemporary one allows further business expansion of the 
. individual entrepreneurs. By adopting the Western corporate forms as the 
basic organizational format, business becamemuch easier to expand, so long 
as individuals could consolidate the resources needed for that expansion. 
The Western corporate forms allowed them to be able to consolidate large 
amounts of capital to invest in highly profitable businesses. 
Evidence shows that since the 1920s, larger business groups were able to 
be created in China through the establishment of multiple personal networks 
connecting individual entrepreneurs with different kinds of networks 
that did not just cross native places and business sector, but also crossed 
, companies (Li 2000). In the contemporary setting, Chinese entrepreneurs 
are also using different level of networks to expand their businesses. A good 
example is Robert Kuok's 'silent empire' (Cottrell 1986). Through personal 
connections, investment was done across many companies with diversified 
businesses. It was an empire created by a group of core family businesses 
that linked to an extended network well beyond the family h. Similar 
networks can be found among many Chinese diaspora entrepreneurs 
(Redding 1995). Intensive cross-border entrepreneurial networks were 
created through cooperation to explore more business opportunities. 
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Concluding remarks 
The most significant difference between Japan and China in their 
modernization processes was the role of the state in the two countries. 
Part of the difference between the two processes can be attributed to the 
degree of involvement and competence of the state. With a political reform 
happening before all other reforms, the Japanese government played a 
crucial role in many aspects in Japan's path of modernization. The reform 
in the second half of the nineteenth century was camed out by a reformed 
government and therefore became much more substantial than the reform 
in China. In China, on the other hand, the path of modernization occurred 
with little help from an ineffective and inefficient state that itself needed to 
be reformed (Zhu 1994). 
A significant feature of Japan's modernization process was the early 
start of political transformation. A modem Western-style government was 
created first, during the Meiji Restoration, before other kinds of societal 
transformation. The efficiency of this modem national government made a 
tremendous difference in its path of modernization. Like Germany and the 
United States, Japan relied extensively on the government's aid to develop 
her economy. Government funds were invested in many different forms of 
infi-astructure, such as the transportation system. The Japanese government, 
therefore, was more involved in the economic transformation than the 
Chinese government and had made significant impact on the trajectory 
of the transformation (Westney 1987; Zhu 1994). National resources, for 
example, were used more efficiently in the early stage of capital formation 
in Japan, compared to China. In Japan, better state policies in turn created 
better results in terms of 'modernizing' the economy. 
The Japanese government was also more determinant or committed 
to promoting the changes. Comprehensive institutional Westernization in 
almost every aspect occurred in Japan over a very short time period, while 
in China the transformation was piecemeal and was broken by continuous 
civil war. The reform process in Japan was a consequence of an almost 
two-year visit to Western countries made by a delegation of high-ranking 
officials. The Qing government also sent out delegation to 'learn from the 
West', but the impact was far less substantial. The government had only 
promoted the learning of 'Western skills and technology', but not Western 
institutions. 
The manner and extent on how the state could be involved in economic 
transformation would certainly matter in explaining the degree of success of 
the transformation, but the preexisting institutional configuration other than 
the state's role could turn out to be even more important. Japan's traditional 
economy was largely organized according to the family system, and this 
family system carried the same role in Japan's economic transformation 
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(Li 1997). The Chinese economy, on the other hand, was organized through 
family and personal networks, and this networking feature could be found 
in both the traditional and contemporary economies. While one could argue 
that the dependence on personal networks resulted from the incompetence 
of the Chinese state, and that certainly accounts for it, but if we look at the 
Japanese state, which is very competent, the society still developed in a way 
that represented continuity from the past. 
It is obvious that the social transformation in Japan represents a 
blending of both tradition and modernity. The question is whether this 
blending of tradition and modernity represents a model distinctive from the 
so-called Western historical experience. To decide whether the Japanese 
form of modernity is an alternative to the Western model, we need to assume 
that there is a Western model that we can use to compare with the Japan 
case. I argue that there are many models even within the West, and the 
differences between the Japanese models and the so-called Western model 
could easily be as much as the differences among the models that we could 
find within Western Europe. More and more scholarly research suggests 
that every case in social change has its continuity from the past (Wong 
1997). Most social transformation involves a reinvention of tradition. 
Elements from tradition influence what the solution could be in resolving 
contemporary issues. Solution for these economic issues lay in tradition, 
but the solution was not the original tradition, but already a reinterpretation 
of the tradition. Traditions were always being 'reinterpreted' in the face 
of new external and internal challenges. This reinterpretation represents 
an innovation. An adoption of a new solution through imitation actually 
means a successful use of tradition in a new way, involving fitting tradition 
into the new framework. That makes each case unique. Thus, the divergent 
paths of social change cannot be reduced into categories or models. 
Can Japan be a model for other developing countries? When we argue 
that something could be a model for the others, we assume that how things 
happened in one place can potentially be repeated in another. Since the 
organizational pattern in Japan is a result of path dependency, it will not be 
easy to reproduce it in other institutional contexts. Each society has its own 
institutional tradition and any replication of other society's institutions will 
end up being yet another 're-interpretation7 of one's own traditiones 
, 8 Another dimension that makes the Japanese model not easy to copy is that the Japa- 
nese have a very distinct cultural personality. Culturally, the Japanese can accept ideas that 
are very different from their past, but their acceptance of new ideas does not mean that old 
ideas would be replaced. Old and new ideas could always coexist in Japan. There is a long 
tradition that Japanese culture always absorb outside cultures to strengthen its own. It is a 
pragmatic culture but not a reflexive culture. 
